ECONOMIC IMPACT OF FOREIGN
EXPORT CREDIT SUBSIDIES ON
CERTAIN U.S. INDUSTRIES

Report to the President on
Investigation No. 332-144,
Under Scction 332 of the
Tariff Act of 1930

USITC PUBLICATION 1340

JANUARY 1983

United States International Trade Commission / Washington, D.C. 20436



UNITED STATES INTERNATIONAL TRADE COMMISSION

COMMISSIONERS

Alfred E. Eckes, Chairman
Paula Stern

Veronica A. Haggart

Kenneth R. Mason, Secretary to the Commission

This report was prepared principally by
Deborah C. Ladomirak and Ronald J. DeMarines
John Cutchin and Nelson Hogge

Machinery and Equipment Division

Carl Seastrum
General Manufactures Division

Henry McFarland, Office of Economics

Office of Industries
Norris A. Lynch, Director

Address all communications to
Office of the Secretary
United States International Trade Commission
Washington, D.C. 20436



Preface

On June 16, 1982, at the request of the United States Trade
Pepresentative, and in accordance with provisions of section 332(g) of the
Tariff Act of 1930 (19 U.S.C. 1332(g)), the United States International Trade
Commission instituted investigation No. 332~144, on the econoric impact of
foreign export credit subsidies on certain U.S. industries. The United States
Trade Representative requested the Commission to assess the impact on U.S.
producers of aircraft (commuter size and larger), heavy electrical equipment,
and self-propelled railcars of foreign export subsidies applied to imports of
these products. Notice of the investigation was given by posting copies of
the notice of investigation at the Cffice of the Secretary, U.S. International
Trade Comrission, Washington, D.C., and bty publication of the notice of

investigation in the Federal Register (47 F.R. 28480, June 3C, 1982).

In the course of this investigation, the Commission collected data from
questionnaires sent to producers, importers, and purchasers of the products
covered by this report. Testimony was presented to the Commission in a public
hearing from the aircraft industry, the airline industry, and the beavy
electrical equipment industry. Additionally, information was gathered from
published sources, from interviews with corporats ¢xrcvtives rerrecernting
producers, importers, and purchasers of the products covered in this report as

well as from public dats gathered in recent Commission investigations.
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Executive Summary

Concern is being increasingly expressed within the Government and the
business public over the potential for trade distortion resulting from foreign
government subsidization of financing for commodity exports.

The U.S. International Trade Commission, at the request of the President,
undertook a study to assess the extent to which export credit subsidies by
foreign governments actually affect the competitive position of U.S. producers
of civil aircraft, heavy electrical equipment, and self propelled railcars in
the domestic market. The Commission's study reveals that U.S. purchasers of
certain of the imported products under study have benefitted from foreign
export credit subsidies 1/ which tend to lower prices and operating costs.
However, foreign export credits were not found to be a significant competitive
factor in the U.S. markets for civil aircraft and heavy electrical equipment.
The overall impact of subsidized foreign credits on these industries was not
significant. U.S. producers of medium- and large-transport aircraft,
helicopters, and heavy electrical equipment did state that export credit
subsidies provided by foreign governments are of more concern and do have more
of an impact on U.S. sales in foreign export markets than they do in the
United States.

In the case of rail cars, foreign export credits were not a factor in the
U.S. market until 1981 when U.S. Government funding for the procurement of
rail passenger cars by local or regional transit authorities was reduced.
This reduction prompted transit authorities to seek funding from other sources
including subsidized foreign funding. 2/

The major findings of this study, summarized by industry sector, follow:

ATRCRAFT

1. Structure of the domestic and foreign industry

o The U.S. aircraft industry is the world's largest.

In 1¢81, the five U.S. producers of commuter aircraft delivered 677
airplanes, valued at $375 million, compared with 594 planes, valued at

1/ For the purpose of this study, foreign export credits were considered
subsidized when such credits were offered to U.S. purchasers at an interest
rate below that which is commercially available in the U.S.

2/ The Commission in Inv. No. 701-TA-182 (Preliminary), Certain Rail
Passenger Cars and Parts Thereof from Canada, determined on August 3, 1982, by
a vote of four to one (Commissioner Paula Stern dissenting), that there is a
reasonable indication that an industry in the United States is materially
injured or threatened with material injury by reason of imports of components
of rapid transit rail passenger cars (subway cars) which are allegedly
subsidized by the Government of Canada. The Commission will make its final
injury determination by March 28, 1983.
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$155 million in 1977. Total commuter aircraft exports increased from 143
planes, valued at $31.6 million, in 1977 to 196 planes, valued at

$98.3 million, in 1981. These exports represented 24.0 percent of the
quantity of total commuter aircraft shipments in 1977 and 28.7 percent in
1981. The three U.S. producers of medium— and large-transport aircraft
delivered 379 aircraft, valued at $9.7 billion, in 1981, compared with 155
planes, valued at $3.2 billion, in 1977. Exports of medium— and large-
transports increased from 79 planes, valued at $1.9 billion, in 1977 to 254
planes, valued at $7.2 billion, in 1981. These exports represented 51 percent
of the quantity of total medium— and large~transport aircraft shipments in
1977 and 67 percent in 1981. 1In 1981, the seven current U.S. producers of
civil helicopters delivered 1,072 helicopters, valued at $597 million,
compared with 848 helicopters, valued at $251 million in 1977. Total civil
helicopter exports increased from 321 units, valued at $105.5 million, in 1977
to 453 units, valued at $346.5 million, in 1981. These exports represented
37.9 percent of total helicopter shipments in 1977 and 42.3 percent in 1981.

o U.S. producers manufacture a wide variety of civil aircraft.

The domestic commuter aircraft industry produces eight models for
commuter airlines. The majority of this U.S. production consists of
nonpressurized aircraft with a seating capacity of 10 or fewer passengers.
Currently, 2 U.S. producers manufacture commuter aircraft with a seating
capacity of 15 to 19 passengers. The only U.S.-built aircraft with more than
19-passenger capacity 1s a modified corporate airplane. Medium- and
large-transport aircraft producers currently manufacture 16 models of
aircraft: 2 medium transports, 7 medium-range, large transports and 7
long-range, large transports. The domestic helicopter industry currently
produces 23 models for civil use. The majority of U.S. production consists of
light (under 6,000 pounds gross weight) helicopters with a seating capacity of
5 or fewer passengers. Additionally, the industry manufactures 4 intermediate
(6,000 to 14,000 pounds gross weight) helicopters, 1 medium (14,000 to 25,000
pounds gross weight) helicopter, and 2 heavy (over 25,000 pounds gross weight)
helicopters.

o Seventeen foreign manufacturers produce 12 different commuter aircraft

models, 4 medium— and large-transports, and 17 helicopters.

The 11 foreign manufacturers of commuter aircraft currently produce 12
different models of airplanes. Two of these planes have a seating capacity of
8 to 14 passengers and 5 have 15- to 19-passenger capacity. The remainder
have a seating capacity ranging from 27 to 50 passengers. The three foreign
manufacturers of medium~ and large-transport aircraft produce two medium—
transports and two medium-range, large- transports. The four foreign
manufacturers of civil helicopters currently produce 17 different models of
civil helicopters. FEleven of these are light helicopters, and 6 are
classified as intermediate~weight helicopters. '
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2. The current U.S. market

o The U.S. market is the world's largest markets for civil aircraft.

In 1981, there were approximately 277 U.S. commuter airlines, which
carried over 15 million passengers. This industry constitutes the largest
organized, low-density, short-~haul alr transportation system in the world.
Industry sources estimate that the United States constitutes over half of the
world market for commuter aircraft. 1In 1981, U.S. major and large regional
airlines carried 286 million passengers on more than 5 million flights.
Industry sources indicate that the United States makes up approximately half
of the world market for medium- and large-transport aircraft. In 1980 (the
latest year for which data are available), there were 7,028 civil helicopters
operating in the United States. Approximately 4,254 of these helicopters were
used in U.S. commercial operations, 1,506 were utilized as corporate
belicopters, and 1,268 were used in public service operations by Federal,
State and local governments.

o Imports of civil aircraft have increased substantially during 1977-81.

Imports of commuter aircraft increased from 21 planes in 1977 to 80
planes in 1981. The value of imports rose annually, increasing to
$205.8 million in 1981 from $17.2 million in 1977. Imports of medium— and
large-transport aircraft increased from * * * planes, valued at * * * million,
in 1977 to * * * planes, valued at * * * million, in 1981. Imports of civil
helicopters increased from 55 units in 1977 to 213 units in 1981. The value
of imports rose to $105.5 million in 1981 from $18.1 million in 1977.

o Imports of civil aircraft constitute a growing share of the U.S.
market.

During 1977-80, U.S. apparent consumption of commuter aircraft increased
34.3 percent, rising to 634 planes in 1980. Consumption, by quantity,
decreased 11.2 percent in 1981. The value of apparent consumption rose from
$140.5 million in 1977 to $482.6 million in 1981. The ratio of imports to
apparent consumption was 4.4 percent by quantity and 12.2 percent by value in
1977. By 1981, these ratios had increased to 14.2 percent (quantity) and 42.6
percent (value). Apparent U.S. consumption of medium— and large— transport
aircraft increased from * * * planes in 1977 to * * * planes in 1981. The
value of U.S. consumption rose from * * * billion in 1977 to * * * billion in
1981. The ratio of imports to apparent consumption was * * * percent in
quantity and * * * percent in value in 1977. 1In 1981, the ratio remained at
* % * percent by quantity, but increased to * * * percent, by value. During
1977-81, U.S. apparent consumption increased from 582 civil helicopters in
1977 to 832 civil helicopters in 1981. The value of apparent consumption rose
from $163.6 million in 1977 to $356.0 million in 1981. The ratio of imports
to apparent U.S. consumption of civil helicopters was 9.5 percent by quantity
and 11.1 percent by value in 1977. By 1981, these ratios had increased to
25.6 and 29.6 percent, respectively.
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3. Factors of competition

o U.S. producers of civil aircraft are equal or superior to foreign
producers in most factors of competition, but are at a disadvantage
in the area of capital formation.

According to industry sources, U.S. producers of commuter aircraft are
equally competitive with foreign producers in raw-material availability and
have a competitive advantage in labor costs. U.S. producers of medium— and
large-transport aircraft and civil helicopters indicate that the technology
level and quality of foreign and domestic products are comparable. However,
commuter airline operators maintain that foreign commuter aircraft are
technologically superior to domestic models in certain respects.

In regard to capital formation, U.S. producers of commuter aircraft,
medium—~ and large-~transport, and civil helicopters strongly assert that,
because of their special relationships to their respective governments,
foreign manufacturers have a distinct advantage. These producers are often
able to obtain capital in the form of loans, grants, or loan guarantees to
develop, improve, market, and finance their products. This is due to the fact
that the majority of foreign producers are owned wholly or in part by their
respective governments. American producers, however, must depend on internal
capital or the commercial market for these funds. The availability of such
funds in the U.S. for domestic producers depends on the financial condition of
the producer or the market outlook for their products and is not a function of
Government policy.

o Financing ranks low as a decision factor for civil aircraft purchases.

Based on questionnaire responses, U.S. commuter airline operators
reported that financing offered was not a critical factor in their decision to
purchase commuter aircraft. In a list of purchasing decision criteria,
financing ranked number 10 out of 15 criteria cited by U.S. commuter
airlines. Passenger capacity and fuel efficiency were cited as the most
important decision factors, due to their influence on a commuter airline's
operating costs. U.S. major and large regional airlines reported in
questionnaire responses that financing was not a critical factor in their
decision to purchase medium- and large—transport aircraft. Among a list of
purchasing decision criteria, financing ranked 8 out of 12 criteria cited by
these airlines. Fuel efficiency, passenger capacity, and price, respectively,
were named as the most important decision factors in the purchase of medium-
and large-transports. Based on questionnaire responses, U.S. helicopter
operators reported that financing was not a critical factor in their decision
to purchase civil helicopters. 1In a list of 12 purchasing criteria, financing
ranked ninth, as cited by U.S. operators. Price, passenger capacity, and
quality, respectively, were noted as the most important decision factors.
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4, TForeign government export policies and their impact on the U.S. industry

o Most countries provide medium-term and long-term credit and other
export incentives as a means of enhancing their exports.

Most foreign governments have developed systems to provide medium-term
and long-term credits to exporters of capital intensive products such as
aircraft. 1In the majority of countries exporting commuter aircraft to the
U.S., official financial support is provided through the banking system or
directly through government agencies. Official foreign government support of
export financing of civil aircraft occurs in two ways—--through government-
supported insurance programs and guarantee programs, and through direct
government support of interest rates and capital supply.

o The methods of financing used to purchase civil aircraft differ in
each sector.

Questionnaire data indicate that, since 1977, leasing and seller
financing of commuter aircraft purchases have increased in importance; bank
loans have decreased in importance. Rising interest rates and increasing
difficulty by the airlines in obtaining bank loans have apparently caused
these changes. Medium- and large-transport aircraft are primarily financed
through bank loans, but the importance of leasing has greatly increased since
1978. Foreign export credits have not been used by U.S. purchasers of these
aircraft from 1979 to 1982, although such credits were used by two domestic
airlines in 1977 aund 1978. Helicopters are primarily financed through bank
loans and seller financing. Both domestic and foreign producers offer seller
fipancing. However, most imported helicopters are purchased with conventional
market financing.

o Foreign export credit subsidies and, in some instances, financing
offered by domestic manufacturers, applied to civil aircraft can
reduce the cost of purchasing aircraft and offset decreases in price
or increases in fuel efficiency.

Commuter airlines often receive offers for the financing of foreign
commuter aircraft at interest rates far below the rates they would have to pay
if financing were obtained through normal commercial channels. The most
generous financial terms offered by foreign producers can reduce the cost of
purchasing an aircraft by 12.5 percent, compared with the cost of purchasing
under prime-rate financing. The least generous financial terms offered by
foreign manufacturers can reduce the cost of purchasing an aircraft by 1.9
percent, compared with the cost of purchasing under prime-rate financing.
Domestic producers indicate that, in a few cases, they have offered a
financing package which included below-market financing for a portion of the
loan period. 1In general, however, financing available to purchasers of
domestic commuter aircraft is 0.5 to 2 percentage points above the prime
rate. In the purchase of medium— and large-transport aircraft, a 1 percentage
point difference in interest rates, due to foreign export credit subsidies,
can offset as much as a 3-percent price advantage and a 2-percent increase in
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fuel efficiency because of the relative importance of interest cost in total
operating costs. Domestic manufacturers do not generally offer financing to
purchasers of medium— and large-transport aircraft. However, in a few U.S.
sales, financial packages with a market interest rate or partial loan
guarantees have been offered by the U.S. industry. The financing offered to
purchases of imported civil helicopters usually is at an interest rate below
the rate an operator would pay with financing obtained through normal
channels. Typical terms of importers' financing can reduce the cost of
purchasing by approximately 1 percent if the market rate is 14 percent, and 2
percent if the market rate is 16 percent. The majority of U.S. civil
belicopter manufacturers offer some type of financing; however, the interest
rate is typically 2 percentage points above the market rate.

o Alleged lost sales, due to export credit financing were only cited by
commuter aircraft manufacturers.

Based on questionnaire responses of U.S. commuter aircraft producers,
during 1978-81, there were a total of * * * gales lost to foreign
manufacturers of commuter aircraft due to export credit financing. These
sales amounted to an average of less than * * * percent of annual shipments
over this period. If these sales had not been lost to imports, a total of
* * * more persons would have been employed in the commuter aircraft industry
according to questionnaire responses. Profits over this period would have
gained an additional * * * million if these sales had not been lost. However,
the majority of the lost sales are for * * * planes with a * * * passenger
capacity. These alleged lost sales, as a share of total U.S. shipments in
this * * * category, represented * * * percent of U.S. deliveries of such
aircraft in 1978, * * * percent in 1979, * * * percent in 1980, and * * *
percent in 1981. However, the one-for-one displacement estimate may overstate
the impact since, in general, the domestic industry could respond to an
increase in imports by reducing price. With lower prices, total sales would
most likely expand and domestic output, most likely decline by less than the
increase in imports. Additionally, since imported aircraft normally contain
U.S. components such as avionics, and landing gear and hydraulics systems, the
effect of imported aircraft on the aircraft supplying industry would be
further lessened. There were no lost U.S. sales due to foreign export credit
subsidies cited by domestic producers of civil helicopters during 1977-81.

o U.S. producers of civil aircraft claim numerous lost sales in export
markets due to export credit subsidies.

Although their principal market is the United States, U.S. producers of
commuter aircraft indicate that they have lost a number of sales in South
America to foreign manufacturers offering export credit financing at below-
market rates. Medium— and large-transport aircraft producers indicate that in
many additional export markets, the existance of export credit subsidies is
one of the principal reasons for their declining export sales. U.S. civil:
helicopter producers indicate that they have lost at least * * * export sales
to foreign manufacturers due to subsidized price and liberalized financing
terms.
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5. The future U.S. market

o The U.S. market for civil aircraft is predicted to grow
significantly in the next decade.

Although the long-range outlook for civil aircraft sales is good, the
immediate future for such sales is not. The unstable economic environment and
high interest rates have forced many purchasers to delay ordering new
equipment. Industry sources indicate that orders for new ailrcraft are likely
to be depressed through 1983. However, as the U.S. economy recovers, the
industry expects a large number of new orders.

The major market for commuter aircraft will continue to be the United
States. Industry marketing specialists estimate that the potential U.S.
market for commuter aircraft during 1980-2000 will exceed 2,500 planes.
Commuter aircraft with a seating capacity over 30 passengers have been
identified as the fastest growing segment of this anticipated demand. Data
obtained from industry questionnaires indicate that almost * * * percent of
commuter airlines' planned equipment acquisitions will be for planes in this
category. The U.S. commuter aircraft industry 1s currently marketing only two
aircraft in the 30 plus seating capacity. Industry sources estimate the
potential U.S. market for medium— and large—transport aircraft during 1980-90
will range from $44 billion to $50 billion. Data obtained from industry
questionnaires indicate that * * * percent of U.S. major and large regional
airlines' planned equipment acquisitions during 1982-86 will be for medium
transports with 100 to 120 seats. Over * * * percent of total new
acquisitions will be medium-range large transports with 121 to 170 seats. The
U.S. medium- and large-transport alrcraft industry currently manufactures 4
aircraft in these categories. Additionally, two domestic manufacturers are
considering production of a 150 seat medium-range large transport. Industry
officials estimate that the potential U.S. market for civil helicopters during
1982-90 will exceed $6.6 billion. Light- and intermediate-class helicopters
have been identified as the fastest growing segment of this anticipated
demand. Data obtained from industry questionnaires indicate that U.S.
operators plan to purchase approximately * * * civil helicopters during
1982-86. The U.S. helicopter industry currently produces 20 models of light
and intermediate class civil helicopters.

o Fach $100 million in civil aircraft production not undertaken by
U.S. firms results in a loss of $210 million in production and more
than 2,700 jobs in all industry sectors.

For each hypothetical $100 million in production not undertaken by U.S.
civil aircraft manufacturers because of foreign competition, the Commission
estimates a total loss of 2,723 jobs and a $209.6 million loss in total output
in all sectors of the U.S. economy. The majority of the lost employment and
production would be in the aircraft sector——with estimated losses of 1,363
jobs and $118.3 million in production. In other manufacturing sectors, 596
jobs and $54.7 million in output would be lost. The loss in other
miscellaneous industries would total 764 positions and $36.6 million in
production.
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HEAVY ELECTRIC EQUIPMENT
1. Structure of the domestic and foreign industry

o The U.S. heavy electrical equipment industry is highly concentrated,
but very competitive in the face of slowly rising equipment demand.

There are currently nine U.S. producers of heavy electrical equipment;
however, two of these firms contribute a major share of industry shipments.
U.S5. producers' shipments * * * from about * * * in 1977 to * * * in 1981, or
by only 4 percent. U.S. producers' contract awards increased from * * * in
1977 to * * * in 1981, or by 19 percent, but this improvement was largely on
the strength of foreign contract awards throughout the period and on domestic
land, steam, and gas turbine generator awards in 1981.

o With minor exceptions, the principal economic indicators for the
heavy electrical equipment industry have declined since 1977.

U.S. producers' capacity utilization rates for all heavy electrical
product lines except power circuit breakers, which * *# * from * * * to * * *
percent, * * * between 1977-81. These * * * ranged from * * * percent for
power transformers to * * * percent for land and steam turbine generator
production. Annual investment expenditures by U.S. producers increased by
nearly 50 percent during 1977-80, but then declined by 16 percent in 1981.
The profitability of the U.S. industry generally * * * during 1977-81.
Circuit breaker orerations * * * on net sales of * * * percent in 1977 and a
* % * in 1981. Power transformer operations * * * from an almost * * *
percent net operating * * * in 1977 to a net operating * * * percent in 1981.
The net operating profits (loss) to net sales of steam and gas turbine
generator operations rose to a * * * percent in 1980 from a * * * percent * * %
in 1977; * * * in 1981, * * * to * * * percent. Finally, industry employment
* * % percent during 1977-81. The reductions were most pronounced in the
circuit breaker and steam turbine generator operations of U.S. producers.

2. The current U.S. market.

o The U.S. market for heavy electrical equipment is principally composed
of U.S. electric utilities.

The U.S. market for heavy equipment is essentially composed of some 200
putlic— and investor-owned utilities and electric cooperatives. Approximately
80 of these potential customers are estimated to purchase 95 percent of all
equipment. Since 1973, these utilities have faced increasing financial
pressure as the result of higher fuel costs which they have had great
difficulty in passing to consumers. High interest rates have also
substantially increased the cost of to most U.S. utilities adding to their
generating capacities.
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o U.S. market growth is currently hampered by the slow expansion in
demand for electric power.

As the growth in demand for electric power has declined from pre-1973
levels of 7 to 9 percent to current 2 to 3 percent annual increases, U.S.
utilities have delayed or scheduled equipment purchases over a longer period
of time. U.S. utilities have further exaggerated the decline in demand for
equipment by lowering their capacity generating margins, purchasing power from
areas of excess generating capacity, and by practicing better management over
peak-load periods of demand for electricity.

3. Factors of competition

o U.S. and foreign producers have mixed competitive advantages in the
U.S. market.

The current comparative advantage of U.S. and foreign producers of heavy
electrical equipment with respect to the factors of competition in the U.S.
market were reported by U.S. producers to be mixed. Access to, and prices
for, raw materials were reported equivalent in U.S. and foreign markets.
l.abor costs on the other hand, were said to be higher in Europe than in the
United States but lower in Japan. Higher productivity in the United States,
however, was reported to offset the Japanese labor advantage.

Capital formation in offshore markets was cited as a major advantage of
foreign producers. Liberalized accounting rules, hidden/ untaxed reserves,
and deferred taxes were enumerated as methods used for the raising of foreign
capital which disadvantaged U.S. firms. Foreign government subsidies and
economic risk guarantees were also cited. With respect to product technology,
U.S. leadership was reported as established by reliability and efficiency
statistics published by various regulatory commissions and councils.

U.S. producers also indicated that the major advantage of foreign
producers are closed home markets coupled with the forgiveness of value-—added
taxes on exports, and the application of border taxes on imports.

4. Toreign government export policies and their impact on the U.S. industry

o Lost sales of heavy electrical equipment due to export credit
financing were nonexistent during 1977-81.

In responses received in Commission questionnaire from 28 domestic
utilities, in po instance was a contract awarded on the basis of financial
terms of sales. All contracts were largely awarded on the basis of norinal
price after due considerati.. was given to the technical competf.ce of
suppliers. Discussions did take place between domestic utilities and foreign
producers over three large projects where export credit financing could have
determined a contract award, but these projects were either canceled or
postponed because of prohibitive costs or because of declining demand for
electric power.
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o The cost to U.S. utilities of financing heavy electrical equipment
purchases increased significantly during 1977-81.

The interest rates on high-grade utility bonds rose from 8.19 percent per
annum in 1977 to 15.61 percent in July 1982, or by 90 percent.

o The future role of export credit financing will depend upon prospective

utility bond rates and minimum Organization for Economic Corporation
and Development (OECD) loan guidelines.

Effective July 6, 1982, the minimum rates of interest allowed under the
OECD Arrangement which can be offered by "relatively rich countries” for
export credit financing are limited to 12.15 percent per annum on 2- to 5-year
loans and 12.4 percent on 5- to 8.5-year loans. The interest currently
accrued on high-grade utility bonds is higher than these rates and is near the
prime rate banks charge their most favorite customers. In the future, if
utility bond rates rise substantially above the rates allowed under the
Arrangement, or of the agreement is violated, export credit financing will
become an increasingly attractive alternative to U.S. utilities.

5. The future U.S. market

o Producers' 5-year market projections assume little or no growth in
U.S. demand.

As the result of low current and anticipated future levels in the growth
of demand for electric power and also of high current utility generating
reserve margins, the projected U.S. demand for heavy electrical equipment is
expected to remain depressed through 1986. New orders for steam turbine
generator units were estimated to average * * * during 1982-86, well below
historical levels. The demand for power transformers, which currently is at
a 20-year low, is also not expected to improve through the period, and most of
the new orders for gas turbine generator units are expected to originate
offshore. Demand for power circuit breakers is expected to follow the demand
for the other categories.

o Each $100 million in heavy electrical equipment production not
undertaken by U.S. firms results in a loss of $222 million in
production and more than 3,000 jobs in all industry sectors.

For each hypothetical $100 million in production not undertaken by U.S.
heavy electrical equipment manufacturers because of foreign competition, the
Commission estimates a total loss of 3,046 jobs and a $222 million loss in
tctal ocutput in all sectors of the U.S. eccnomy. The majority of the los:
employment and production would be in the heavy electrical equipment sector——
with an estimated loss of 1,537 jobs and $102 million in production. In other
manufacturing sectors, 808 jobs and $86 million in output would be lost. The
loss in other miscellaneous industries would total 701 jobs and $34 million in
production.
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SELF-PROPELLED RAIL PASSENGER CARS
1. Structure of the domestic and foreign industry

o Only one U.S. car builder continues to seek prime contracts.

Since 1976, four U.S. rail car builders ceased bidding for rail passenger
car prime contracts, leaving only one domestic builder, the Budd Co., seeking
such contracts. U.S. car builders' deliveries in the domestic market
decreased from 803 rail passenger cars in 1977 to 150 cars in 1981. Virtually
all of the material and labor content of these cars was U.S. in origin. Only
six cars were exported during 1977-81.

o U.S. car builders concentrate production in rapid transit, commuter,
and intercity cars.

During 1977-81, rapid transit cars accounted for 39 percent of U.S.
builders' domestic deliveries, commuter cars, for 28 percent, intercity cars,
for 23 percent, and LRV's, for 10 percent. Virtually all cars delivered by
Budd during 1977-81 were commuter and intercity cars. Budd had an order
backlog of approximately 1200 cars as of April, 1982. Most of its current
order backlog consists of rapid transit cars, and it also has orders for
commuter and intercity cars.

o Eleven foreign car builders produce every type of rail passenger car.

Twelve foreign car builders (one no longer produces) delivered rail
passenger cars to the U.S. market during 1977-81. Virtually all such
deliveries were rapid transit cars and LVR's, with the bulk being rapid
transit cars. Bombardier of Canada won the largest award, 825 rapid transit
cars. It also has contracts to deliver commuter cars and LRV's in the U.S.
markets. The total of Kawasakl's awards is also large, consisting of rapid
transit cars and LRV's.

2. The current U.S. market

o The U.S. market is erratic and limited in size.

Purchases of rail cars have come in cycles of very large batches, rather
than in consistant annual amounts. This creates substantial capacity and
employment problems for builders. Since the 1960's, Urban Mass Transportation
Authority (UMTA) has provided substantial funds for purchase of rail cars and
for the building of new transit systems, as well as capital and operating
assistance. This has increased the size of the U.S. market, but it still
remains small when compared with the markets, in Japan and Western Europe.
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o Imports increased substantially during 1977-81.

U.S. deliveries of rail passenger cars produced by foreign car builders
decreased from 36 in 1977 to 10 in 1978 and then increased annually to 245
cars in 1981. Out of the 534 passenger cars delivered by foreign car builders
during 1977-81, 395 were rapid transit cars; 103 were LRV's, and 36 were
commuter cars. In addition, 10 intercity cars were leased and returned by
Amtrak.

o Imports constitute a growing share of the U.S. market.

Apparent U.S. consumption of rail passenger cars decreased from 839 cars
in 1977 to 328 cars in 1978 and then increased annually to 395 cars in 1981

The ratio of imports to consumption of finished rail passenger cars
decreased from 4.3 percent to 3.0 percent in 1978 and then increased sharply
to 62.0 percent in 1981. Because of the large number of contracts awarded to
foreign car builders, accounting for the bulk of anticipated orders for cars
up to 1988, this ratio can be expected to increase. However, it should be
noted that, because UMTA funds were used in purchasing cars from foreign car
builders, at least 50 percent (often much more) of the material content of the
car must be of U.S. origin.

o Rapid transit cars are the largest U.S. rail passenger car market.

In 1975, rapid transit cars constituted nearly three-fifths of all rail
passenger cars in the U.S. fleet. Rapid transit cars accounted for nearly
one-half of all U.S. rail passenger deliveries during 1977-81. Combining
undelivered backlog of rail passenger cars ordered, as of December 31, 1981,
and rail passenger cars ordered subsequently, rapid transit cars accounted for
about three-fourths of the total.

3. TFactors of competition

o Foreign rail passenger car manufacturers appear to have a competitive
advantage in the area of capital formation.

The Budd Co. stated that "foreign competitors apparently receive low-
interest financing for facility expansion and working capital.” Information
developed in the report suggests that foreign governments do provide aid in
this area, especially for research and development, in conjuction with a
greater sustained commitment to public rail transit than exist in the United
States.
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o Price has been the most important factor in the purchasing decision
of public authorities for rail passenger cars.

Virtually every purchase contract was awarded on the basis of competitive
bidding process in which the contract, by the Buy American provision had to be
awarded to the lowest responsive responsible bidder. 1If the bid was
responsive to the design specifications and offered the lowest price per car,
the contract was awarded to that bidder. Only with the advent of competitive
bidding outside the authority of the Buy American provision, initiated by
Metropolitan Transit Authority (MTA) in 1981 have financing factors become
important. Because of financing for rail passenger cars comes from public
sources and the competitive bidding process was closely controlled, vendor
financing was not an issue prior to the purchases by MTA of the R-62 subway
cars.

4. TForeign government export policies and their impact on the U.S. industry
o Before 1981, foreign governments did not offer govermment export

credit subsidies in the U.S. market, however, after 1981, as UMTA
funds were reduced, this situation changed.

Except for Amtrak, most purchases of rail passenger cars, prior to 1981,
were 80 percent funded by UMTA, with remainder funded by State and local
authorities. Because UMTA funding is being reduced, transit authorities are
seeking new sources of financing, such as bonds. Rapidly increasing interest
rates and growing uncertainty in the bond market after 1981 spurred some
transit authorities also to seek seller financing. Other major alternative
sources were fares, tax revenues, and safe harbor leasing. In addition, the
magnitude of MTA's capital acquisition needs induced it to seek seller
financing.

o Two lost sales involved foreign government export credit financing,
and the purchasing authority has announced its intention to reject
the use of one offer

The two contracts for 1,150 R-62 rapid transit cars awarded in 1982
accounted for 28 percent of the total of 4,149 rail passenger cars in
contracts awarded between January 1977 and November 1982. However, in
October, MTA announced its intention to cancel use of Japanese seller
financing and use bonds backed by its revenues on 325 cars purchased from
Kawasaki. MTA had recently issued $250 million of bonds at an average
interest rate of 9.7 percent. In November 1982, MTA and the Export
Development Corporation (EDC) of Canada signed a agreement in which EDC will
loan MTA funds covering 85 percent of the value of the contract at an interest
rate of 9.7 percent.
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5. The future U.S. market

o The size and growth of the U.S. market are very uncertain durlng the
foreseeable future.

The largest traditional source of funding for rail passenger vehicles,
UMTA, has elimated funds for new rail starts and is curtailing funds for other

capital acquisitions and for operating subsidies. During times of severe
fiscal austerity at Federal, State, and local levels of government, purchasing
authorities have searched agressively for new sources of revenues. The
success of this search will determine the size of the market.

Anticipated orders for 1982-88 amounted to 2,400 to 2,800 cars. However,
as of November 1982, nearly two-thirds (1,796 cars) had already been ordered.
MTA accounted for the great bulk of such orders.

o Share of rail passenger cars supplied by foreign car builders likely
to growe.

With the Budd Co. being the only remaining U.S.-based prime contractor,
it appears that foreign car builders will increase their share of the U.S.
market for finished rail cars. However, Buy America provisions and the
preference of purchasing authorities for purchasing certain U.S. major
subassemblies and of other parts should mean that producers of these products
will receive business whether the prime contract is awarded to Budd or a
foreign car builder. However, as sources of funds become more non-UMTA and
foreign car builders convince purchasers of savings which could be generated
by switching to foreign parts, following testing and approval by the local
purchasers, these suppliers would eventually lose business.

o Each $100 million in self-propelled railcar production not undertaken
by U.S. firms results in a loss of $241 million in production and
more than 2,860 jobs in all industry sectors.

For each hypothetical $100 million in production not undertaken by U.S.
self propelled railcar manufacturers because of foreign competition, the
Commission estimates a total loss of 2,863 jobs and a $241 million loss in
total output in all sectors of the U.S. economy. The majority of the lost
employment and production would be in the self propelled railcar sector--with
an estimated loss of+1,259 jobs and $108 million in production. In other
manufacturing sectors, 997 jobs and $102 million in output would be lost. The
loss in other miscellaneous industries would total 607 jobs and $32 million in
production.



AIPCRAFT

The U.S. civil aircraft industry is the world's largest. In total, the
industry produced 10,916 aircraft, valued at $13.2 billion, in 1981.
Additionally, the United States represents the largest market for this
production. Almost 70 percent of the quantity of total civil aircraft
production is sold to U.S. purchasers. 1/. U.S. producers of civil aircraft
have traditionally dominated the world market. In recent years, however,
foreign manufacturers have made a large number of sales in many traditional
U.S. export markets. In the United States, foreign producers of jet
transports have had limited success while other foreign manufacturers of civil
aircraft have been very successful in other market segments. For the purposes
of this report, the aircraft industry is discussed in three major segments:
commuter aircraft, medium- and large—-transport aircraft and helicopters. Each
type of aircraft serve uniquely different markets and the growth (or decline)
in each industry segment, therefore, depends on different economic
considerations.

Commuter Aircraft

The Structure of the U.S. Industry and That of Major Foreign Competitors

Product description

Commuter aircraft are civil airplanes powered by piston, turboprop,
turbojet, or turbofan engines; having a seating capacity ranging from 8 to 60
passengers and a payload capacity for all cargo not to exceed 18,000 pounds;
and used in scheduled passenger transportation. Z/

Currently, there are 26 commuter aircraft models in operation, produced
by manufacturers in 13 countries. Twelve of those models were produced by 5
U.S. companies. There are also 12 models in current stages of development, 5
of which are being developed by U.S. companies. The development of one of the
new U.S. models is a joint effort by Fairchild Aircraft (U.S.) and
Saab-Scandia of Sweden. All new models will be available during 1982-85. A
listing of the commuter aircraft in service in 1981 and the new models
currently under development are listed in appendix A.

U.S. industry

Currently, there are five U.S. producers of commuter aircraft: Fairchild
Aircraft Corp., Gulfstream American Corp., Cessna Aircraft Co., Piper Aircraft

1/ Aerospace Industries Association, Aerospace Facts and Figures, 1982/83,
1982, pp. 34 and 35.

2/ Under the Federal Aviation Act, sec. 412, C2B, the category “small
airplanes” (which includes commuter airplanes) is defined as those planes with
less than 60-passenger capacity and 18,00C pounds or less payload capacity.
There are currently no airplanes specifically built for the commuter airplane
market with less than 8-passenger capacity.

1



Corp., and Beech Aircraft Corp. Additionally, there are two firms which have
aircraft under development: Commuter Aircraft Corp. (Youngstown, Ohio) and
Ahrens Aircraft Corp. (Ramsey, P.R.). However, Ahrens Aircraft Corp. is
currently in chapter 11 bankruptcy proceedings. 1/ There is also a U.S. firm,
International Aviation Corp. (Homestead, Fla.) which has purchased the
manufacturing rights for an eight-passenger aircraft currently produced in
Switzerland. The firm plans to produce the aircraft in the United States by
early 1983. 2/ The 5 producers operate 13 production or assembly facilities
in the United States.

The domestic industry currently produces eight models of aircraft for
commuter use. The majority of these are nonpressurized airplanes with a
seating capacity of 10 or fewer passengers. U.S.-manufactured commuter
airplanes now account for the majority of such aircraft in service. However,
foreign producers are now competing in almost every segment of the commuter
aircraft market and, as a result, U.S. companies have lost market share in the
United States and in worldwide markets in recent years.

All U.S. commuter aircraft manufacturers produce other general aviation
and/or corporate aircraft. Also, at least one U.S. company produces
components for military aircraft and missiles. An analysis of each of the
five U.S. companies is provided in appendix B.

U.S. shipments.—~U.S. producers' total shipments increased during
1977-79, as commuter airlines expanded their markets and purchased new
equipment (table 1). Shipments increased to 768 units in 1979, or by 29.3
percent over the 1977 total. Shipments then decreased in 1980 and 1981,
falling 0.9 percent and 11.0 percent, respectively. Approximately 71.3
percent of U.S. producers' shipments were sold in the United States in 1981,
compared with nearly 76 percent in 1977 (table 2.) The value of shipments,
however, increased annually, rising from $155 million in 1977 to $375 million
in 1981, or by 142 percent. In part, the rising value of total shipments is
due to the increased number of * * * -geat passenger planes produced in the
United States. In 1977, aircraft with * * * geats accounted for * * * percent
of the total value of shipments; by 1981, this figure had dropped to almost
* % * percent.

1/ "Ahrens Files for Bankruptcy,” Flight International, July 1982, p. 118.
2/ "U.S. Distributor Buys Trislander Rights,” Aviation Week and Space
Technology, Sept. 6, 1982, p. 76.




Table l.-—~Commuter aircraft:
(domestic and export), by

U.S. producers' total shipments
seating capacities, 1977-81 1/

Seating capacity 3 1977 1978 1979 1980 1981
Quantity (units)

8 to 14 _; *kk . *kk s k% k *kk *kk
15 to 19— : LE T k% kkk . *k%k * k%
20 to 29~~~~—- : *kk o *kk . k% *kk . kk%k
30 to 50——————— : *kk *kk o *kk . *kk * kK
51 to 60—————————— : kkk o *kk *ok % *kk *kk

Total—-————————— : 594 575 768 763 677
: value (1,000 dollars)

8 to lb———- _; hkk ; kkk . *kk - k&% *k%
15 to 19— : *kk kkk kkk o *kk Kk %k
20 to 29— : kkk . *kk *k%k *k %k *k X
30 to 50— —— : Akk . kkk . kkk . * %%k *kk
51 t0 H0~m—m——mm—mm : kkk *k% . *xkk . *kk *kk

: 182,715 : 266,434 : 323,310 : 375,087

Total—~——— - ~-: 155,010

i/ Unit values within each seating capacity differ due to specific aircraft
characteristics such as engines, avionics, pressurization, and any optional

equipment.

Source: Compiled from data submitted in response to questionnaires of the

U.S. International Trade Commission.



Table 2.-—Commuter aircraft: U.S. producers' domestic shipments, by
seating capacities, 1977-81 1/

Seating capacity Po1977 Y 1978 Y 1979 1980 P 1981

- . . .

.

Quantity (units)

8 to 14 : *khk o k% o ®kk . Xkk Kk

15 to 19 —_— [R— kkk . kkk . %xk . *k%k . *k%
20 to 29 - *k%k *%k%k . k%% . k%% k%%
30 to S50~~m—mem e . k&% . kk%k o %%k dkk . k%%
51 to 60 . *k%k . k%% k%% . kkk . * k%

Total- -: 451 : 395 : 541 : 548 : 483

Value (1,000 dollars)

8 to 14 - hkk . ET T kkk ET T I *kk

15 to 19————m— e : kkk *kk 3 kkk . kkk *kk
20 to 29 : ET T I xkk o ET T ET T I k%
30 to 50 - : *kk . kkk . LT T I k% *kk
51 to 60 : *kk 3 ET T ET T I kkk *kk

Total : 123,384 : 124,281 : 186,156 : 230,686 : 276,834

1/ Unit values within each seating capacity differ due to specific aircraft
characteristics such as engines, avionics, pressurization, and any optional
equipment.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

Contract awards.--U.S. producers' contract awards are the best indication
of future deliveries. Depending on the industry backlog, deliveries of 15- to
19~seat or larger aircraft typically begin 1 to 2 years after the contract is
made. However, aircraft with less than l4-passenger capacity are often sold
through distributors; therefore, these data are not strictly indicative of
future shipments. Domestic contract awards fluctuated during 1977-81, and in
1981 gained 12.4 percent in quantity and 160.8 percent in value (table 3) from
the 1977 levels. U.S. producers' foreign contract awards followed the same
trend as domestic awards. In 1981, these orders increased &7 percent in
quantity and 209 percent in value over 1977 awards (table 4). Foreign awards
in 1981 totaled 129 aircraft, valued at $68 million. Aircraft with 8- to 14-
passenger capacity constitute the majority of foreign contract awards.




Table 3.--Commuter aircraft: U.S. producers' domestic contract awards,
by seating capacities, 1977-81 and January-August 1982 1/

Seating capacity - 1977 ' 1978 © 1979 1980 1981 ¢ Jan.-Aug.
f Quantity (units)

8 to lbmmmm— e ; Ak ; x%k ; *k %k ; *kk ; Kk ; dokk
LT s 1 N — xkk o *kk o *k%k *kk o k% o Fok ok
20 to 29 . k% *KR*%k H *%k% % %% . k%% H Kk
30 to 50———m—m—m———— : kkk o dkk o kkk *kk o K%k . kK
51 to 60 . *k% - *kk o *kk . %k . *kk . Hkk

Total=m——rmm e : 170 : 123 165 : 209 : 191 :
: Value (1,000 dollars)

8 to 14 ; *kk ; Kk ; Fk & ; Fokk ; Kk : %%k
15 to 19=m—m—mm—m e : ckk o *kk . Akk . xkk . *kk kK
20 to 29-—————— : kkk o *kk o Kk kkk . *kk . Kkk
30 to 50=——mmm————— . Kkk o kkk *hk o *k% . k% Hodkok
51 to 60 . X%k o k% o %%k . * %% . * %% . k%k

Total-—————m—mmmem ¢ 49,812 : 67,754 : 89,648 :106,722 :129,913 :

equipment.
g/ Not available.

Source:

U.S. International Trade Commission.

Compiled from data submitted in response to questionnaires of the

1/ Unit values within each seating capacity differ due to specific aircraft
characteristics such as engines, avionics, pressurization and any optional



Table 4.-—Commuter aircraft: U.S. producers' foreign contract awards,
by seating capacities, 1977-81 and January-August 1982 }/

Seating capacity . 1977 © 1978 ° 1979 ° 1980 ‘ 1981 *: Jan.-Aue.

1982
Quantity (units)

8 to l4~——~mmmmmm—— . %k *k*k ; *kk ; k%% ; *k%k ; * %%
15 to 19— : %%k kkk o *kk o kkk . kkk . khkk
20 to 29———————————.— B %%k . k% . k% o k% o kkk . *k%
30 to 50— ————— . Fkk .o fkhk . fkk . *%k%k kkk o hkk
51 to 60 : kkk . k% . %% kkk *k%k kkk

Total—~———~——————=: 69 : 86 : 123 : 135 : 129 2/
: Value (1,000 dollars)

8 to lb~————————— ; kkk ; k% ; *%% ; k%% ; * k% ; k%
15 to 19———m——mmm—— . kkk k%% : *%%k k% k% . k%%
20 to 29~ B k% . xkk . k¥ . k% . *%%k . *kk
30 to 50~————m—————— . * %%k . k%% . k%X H k% . k% . %% %
51 to 60~—————mmm———— . *kk . k%% o kkk . kkk . kkk o kk%k

Total———=—————— 22,152 : 40,603 : 63,270 : 56,306 : 68,456 : 2/

1/ Unit values within each seating capacity differ due to specific aircraft
characteristics such as engines, avionics, pressurization, and any optional
equipment.

2/ Not available.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

Total contract awards for commuter aircraft reached their highest level
in 1980, when 344 aircraft, valued at $192.5 million, were ordered. Contract
awards declined in 1981 by 7.0 percent in quantity and 2.7 percent in value,
as both foreign and domestic purchasers decreased their U.S. orders due to a
falloff in ridership and high interest rates (table 5). Information regarding
contract awards for January-August 1982 is available only for aircraft with
15- to 19-passenger capacity. These orders (foreign and domestic) totaled
* * % planes, valued at * * ¥ million.



Table 5.--Commuter aircraft:

by seating capacities, 1977-81 and January-August 1982 1/

U.S. producers' total contract awards,

Seating capacity 1977 1978 1979 1980 1981 ° Ja;;;gug'
Quantity (units)

8 to lb—mmmmmm—em— ; Kk k ; Kk ; Kk k K%k ; ke ; Kk
15 to 19=——mmm e : *kk - % kK xkk s Kk k K%k o *kk
20 to 29 : kkk *okk kkk *kk o k% 2 dok %k
30 to 50-~——————=—== : *k%k . %%k *kk o *k % kK *khk
51 to 60 . k% . *ok %k kkk - Kk . *kk . Kk

Total—————m——————: 239 : 209 288 : 344 320 : 2/
Value (1,000 dollars)

8 to lb—mmm—m— e ; Kok k hekk ko k ; Kk ; Kk ; Kkk
15 to 19-——-———memm : Kk g *kk *kk kkk 3 Kk s *kk
20 to 29——————m—m———m : *kk *kk *xk . *kk . *kk Kk
30 to 50-———————————u . *kk *kk KKk *kk %k * k%
51 to 60 . Akk . Kkk k% o k% . Kk xkk

Total ~————m—————: 71,964 :108,357 :152,918 :192,527 :187,377 _gf

l/ Unit values within each seating capacity differ due to specific aircraft
characteristics such as engines, avionics, pressurization, and any optional

equipment.
2/ Not available.

Source: Compiled from data submitted in response to questionnaires of the

U.S. International Trade Commission.

Capacity.--The U.S. commuter aircraft industry's capacity to produce
increased from 872 planes in 1977 to 1,125 planes in 1981, or by 29.0 percent

(table 6). Capacity utilization increased to 83 percent in 1979, but

decreased in the following 2 years.

operating at 60 percent capacity.

In 1981, domestic manufacturers were

The industry attributes this decline to

high interest rates, an unstable economy, decreased demand for commuter
aircraft, and increased foreign competition in the U.S. market.



Table 6.——Commuter aircraft: U.S. producers' capacity, production, 1/
and capacity utilization rates, 1977-81

Ttem © 1977 ¢ 1978 Y 1979 Y 1980 ' 1981
Capacity - units——: 872 : 898 : 924 : 1,038 : 1,125
Production do : 594 : 575 : 768 : 763 : 677
Capacity utilization : : : : :
rate percent—-—: 68 : 64 : 83 : 74 : 60

- .
. -

}/ Production data were not gathered, but they are assumed to approximate
shipments.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

Investment expenditures.--U.S. producers' 1/ investment expenditures for
real estate, plants, and equipment increased annually during 1977-80, rising
from * * * million in 1977 to * * * million in 1980. Expenditures then

declined by 6.4 percent in 1981 due to decreasing sales in the industry
(table 7).

Large research and development (R&D) expenditures are especially
important to the commuter aircraft industry in allowing producers to offer
improved planes and remain competitive. R&D expenditures amounted to
* % * million in 1977. They increased in the following 2 years, by
54,2 percent by 1979, and then fell by 3.5 percent in 1980. R&D amounted to
* * * million in 1981, representing an increase of 4.9 percent over that of
the previous year (table 7). The majority of this increase is attributable to
research on the * * % aircraft, currently under development. * * *, TIn
general, research currently being conducted in the commuter aircraft industry
is directed towards the increased use of composites and bonding techniques in
the airframe structure to provide weight savings for greater fuel efficiency.

l/ Data do not include * * *,



Table 7.--U.S. producers' investment expenditures, 1/ 1977-81

(In thousands of dollars)
Item * 1977 % 1978 P 1979 Y 1980 P 1981

Real estate, plant, : :
and equipment———————-——- : *xkk o k% o %ok

EX TN *k %k

Research and develop- : : : : :
ment—— . k% . kk%k o fkk o kkk o %k k%
Total _ : T wEE s Kk 2 xEE 3 YT

l/ Data do not include * * *,

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

Profitability.--With one exception, U.S. producers of commuter aircraft
are predominantly manufacturers of corporate and private-use airplanes.
Commuter production is generally a small portion of their total business. Net
operating profits on all operations of the U.S. industry during 1977-81
increased ty 64.5 percent, reaching $237.4 million in 1981. The ratio of net
operating profit to net sales trended downward over this period, reaching 7.6
percent in 1981 (table 8).

According to industry figures, commuter aircraft operations are generally
more profitable than that of total aircraft operations. Net sales of commuter
aircraft increased each year during 1977-81, rising from $155.0 million in
1977 to $364.7 million in 1981. Net operating profit fluctuated during this
period. 1In 1979, profits increased 92.9 percent from the 1977 level, reaching
$35.4 million. In 1980 and 1981, profits decreased, falling 19.3 and 9.9
percent, respectively. The ratio of operating profit to net sales trended
downward over the 5-year period, rising to a high of 14.5 percent in 1978 and
reaching a low of 7.1 percent in 1981 (table 9).

Employment .——Employment in the commuter aircraft industry tends to be
cyclical, following the general pattern of the economy. Large fluctuations in
employment are quite common in the industry; producers respond to slack demand
by substantially reducing employment. The total number of persons employed by
U.S. firms which produce commuter aircraft increased 18.6 percent during
1977-79 but declined in the following 2 years, representing a net gain of 4.7
percent over the 5-year period (table 10). Approximately 64 percent of those
employed were directly engaged in the production of civil aircraft in 1981.
The number of workers engaged in the manufacture of commuter aircraft is a
small portion of total employment in all operations. Commuter aircraft
employment increased 61.1 percent during 1977-80, reaching 5,586 workers in
1980. Due to declining orders for new commuter aircraft in 1980, U.S.
producers decreased employment by 14.0 percent in 1981. Over the 5-year
period, approximately 64 to 70 percent of the total number of persons employed
in manufacturing commuter aircraft were production workers.
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Table 10.--Average number of employees in U.S. establishments producing

commuter aircraft and all production and related workers directly engaged in
the production of commuter aircraft, 1977-81

Item ©oo1977 % 1978 Y 1979 P 1980 1 1981
Average number of persons: : : :
employed in reporting: : : : :
establishments: : : : : :
All persons——————mm———— :1/ 31,643 @ 1/ 34,115 : 37,530 : 35,401 : 32,326
Production and related : : : : :
Workerg———————wem—ee—w :1/ 21,116 : 1/ 22,515 : 25,534 ¢ 23,526 : 20,533
Average number of persons: : : : :
employed in the : : : :
production of : : : :
commuter aircraft: : : : : :
All persons———————————— : 3,467 : 4,262 : 5,181 :2/ 5,586 : 4,804
Production and related : : T :
workers : 2,382 : 2,900 : 3,574 :2/ 3,806 : 3,076

l/ Includes estimate of * * * employment.
2/ Data do not include * * *,

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

Barriers to entry into the industry.--The new entrant in commuter
aircraft manufacturing faces several barriers. First, large amounts of
capital are required to engage in such a venture. According to industry
figures, approximately $100 million to $200 million (depending on the size of
the plane) is required in nonrecurring costs to design, certify, and market
aircraft. Additionally, there is a lengthy gap in the time that an airplane
model is sold and the time that the manufacturer is able to recoup costs.
Approximately 3 to 4 years are often required in order for an established
manufacturer to design, market, and deliver an airplane. The time period
required for a new project would most likely be even longer. As a general
rule, a manufacturer needs to sell at least 200 aircraft of a given model to
recover its development costs, although high interest rates may raise this
breakeven point. 1/ The price is then initially based on the estimated cost
of producing the aircraft years later. 2/ According to industry sources, only
5 to 7 percent of the selling price of each aircraft contributes to the
amortization of the developwent costs. 3/

1/ U.S. Congress, Office of Technology Assessment, Impact of Advanced Air
Transport Technology, 1982, p. 40.

2/ Robert Newhouse, "A Sporty Game, Betting the Company,” The New Yorker,
June 14, 1982, p. 66.

3/ ICF, Inc., Analyses of the Business Prospects of the CAC-100 Commuter
Aircraft Program and the Commuter Aircraft Strategies of Major U.S.
Manufacturers, June 28, 1982, p. 40.
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Another barrier a new entrant to the industry must overcome is his
"newness” in the market. In an industry where performance is such a critical
concern, airlines must have confidence in the aircraft and its manufacturer.
Commuter carriers are often hesitant to contract with a new manufacturer
because they have no proven product support capabilities. Additionally, when
an airline company places an order for new equipment with a manufacturer, it
is assuming that the company will be able to stay in busiriess and deliver the
ordered aircraft. Once a producer fails to deliver a plane, the purchaser is
forced to seek an aircraft from another manufacturer, and thus incur costly
delays in improving its fleet.

Marketing of the aircraft.—--Commuter airlines are the primary purchasers
of commuter aircraft. All of the aircraft companies sell to these carriers in
basically the same fashion. Initially, attempts to generate interest in the
aircraft are made through articles and advertisements in trade journals.
Additionally, a detailed sales campaign is planned that includes soliciting
new purchasers and attempting to sell aircraft to purchasers that have already
expressed interest in the product. In either case, salesmen direct their
attentions to the presidents of the airlines, who typically make the
purchasing decisions. When a manufacturer is attempting to solicit business
for a new or existing airplane, the salesman will visit the airline and stress
the virtues of the producing company, its reputation in the industry, the
airplanes it is currently producing, and any future models. After the
presentation is made, the salesman attempts to collect information on the
routes served by the airline, the frequency of these routes, and the airline's
cost factors. The data obtained will be carefully evaluated, and a detailed
economic analysis will be done. Typically, the salesman will then make an
appointment for a followup conference to present the analysis, or he will
advise the prospective client that the report will be sent as soon as it is
prepared. The route and economic analysis is the main sales tool used by
commuter aircraft manufacturers. This report typically contains information
on the direct costs of operating the company's aircraft over the airline's
route structure. In some cases, the report also contains these statistics (as
available) on competing aircraft. From this analysis, the salesman attempts
to convince the carrier that his company's aircraft are best suited to the
airline's present and future needs. Where an airline has directly contacted
the company or has expressed its interest by filling out an "interest card” in
a trade publication, a similar sales procedure is followed. However, under
these circumstances, the manufacturer is usually able to prepare a route and
economic analysis prior to the initial sales contact by solicting the
necessary information by phone. Additionally, the salesman is able to focus
his presentation on the specific plane in which the airline has expressed
interest. In both the soliciting of new business and the marketing of
aircraft to interested purchasers, a direct-mail program is instituted after
the sales presentation is made. The potential purchasers are typically sent
brochures, specifications, and press releases on a weekly or biweekly basis.

Airlines typically will solicit information from several manufacturers in
order to make comparisons. Depending on the availability of aircraft in the
particular size range, the airline often will initially look at six or seven
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different commuter aircraft. A "short list™ is prepared from this
information. The short list is a tabulation of data on the few models of
aircraft that will best fit the carrier's needs. At this point, negotiations
regarding such factors as price, spare parts, training of pilots and
mechanics, and, in some cases, financing of the aircraft are undertaken with
the chosen manufacturers. Utilizing the negotiated offers, the airline then
decides which aircraft to purchase.

According to industry sources, commuter aircraft manufacturers have found
it difficult to sell airplanes to most commuter carriers in the past year,
primarily due to an unstable economy, high interest rates, and a reduced rate
of growth in commuter passenger traffic. Continuing depressed sales of these
aircraft are being reflected in lower production rates, and, in some cases,
are forcing layoffs. 1/

Domestic producers are also attributing a portion of the blame for
decreased sales to alleged unfair import practices by some foreign
manufacturers. In this regard, two countervailing duty complaints filed with
the U.S. Department of Commerce and the U.S. International Trade Commission in
1982. The first complaint was filed by Commuter Aircraft Corp. on May 27,
1982, and alleged that the domestic industry was materially injured by reason
of the sale of subsidized imported planes from France and Italy (inv. Nos.,
701-TA-174~175). The U.S. International Trade Commission determined on July
7, 1982, that there was no reasonable indication that the U.S. industry was
materially injured or threatened with injury, or that the establishment of an
industry in the United States was materially retarded by reason of these
imports. 2/ On August 13, 1982, Fairchild Aircraft Corp. filed a
countervailing duty petition alleging that the U.S. industry was materially
Injured due to the importation of Brazilian commuter aircraft. On September
27, 1982, the Commission determined that there was no reasonable indication of
such injury or threat thereof. g/ These are the only investigations regarding
commuter aircraft that have been filed under U.S. trade laws from 1977 to date.

Major foreign competitors

There are a number of foreign manufacturers that supply commuter aircraft
to the United States. These firms include de Havilland of Canada, Embraer of

1/ David M. North, "General Aviation Sag Spurs Output Cuts,” Aviation Week
and Space Technology, Dec. 14, 1981, p. 23, and David M. North, "General
Aviation Aircraft Deliveries Drop in April,” Aviation Week and Space
Technology, May 17, 1982, pp. 27 and 28.

2/ For views of the Commission in Certain Commuter Airplanes from France and
Italy: Determination of the Commission in Investigation Nos. 701-TA-174 and
175 (Preliminary). . ., pp. 3-24, USITC Publication 1269, July 1982.

é/ For views of the Commission in Certain Commuter Airplanes from Brazil:
Determination of the Commission in Investigation No. 701-TA-188
(Preliminary). . ., pp. 3-20, USITC Publication 1291, September, 1982.
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Brazil, British Aerospace of the United Kingdom, Aerospatiale of France, Short
Brothers of Northern Ireland, Fokker B.V. of the Netherlands, Dornier of West
Germany, Government Aircraft Factories of Australia, Israel Aircraft of
Israel, Pilatus Britten-Norman of Switzerland, and CASA of Spain.
Additionally, there are three firms, Saab Scania, Nutranio, and Aeritalia,

which are engaged in joint ventures with established firms in order to
formulate their commuter aircraft industry. Most of the foreign manufacturers

are wholly or partially owned by their respective governments.

Foreign manufacturers of commuter aircraft currently produce 12 different
models of airplanes. Only 2 of these planes are in the 8- to l4-passenger
capacity category. There are 5 models with 15- to 19-passenger capacity.
None of these aircraft are pressurized. The remainder have seating capacity
ranging from 27 to 50 passengers. Two of these five aircraft with 27- to 50-
passenger capacity are pressurized. Additionally, these producers are
developing eight new models of aircraft. The majority of these are
pressurized aircraft with a seating capacity of 30 or more passengers.
Foreign firms generally market their products in the same manner as domestic
producers. The majority of foreign manufacturers produce other general
aviation, military and/or corporate aircraft. An analysis of the foreign
producers of commuter aircraft is provided in appendix C.

Foreign Trade

Tariff and international agreements

Commuter aircraft imported into the United States are classified for
statistical purposes under a variety of import items, depending on the empty
weight of the planme. The classifications according to the Tariff Schedules of
the United States Annotated (1982) (TSUSA) are as follows:

TSUSA item
No. Article

Airplanes, new, multiple engine:

694.4146-——~———— Less than 4,400 pounds empty weight.

694 .4148—~————— 4,400 pounds and over but less than 10,000 pounds
empty weight.

694.4155~~=~—~mm 10,000 to 33,000 pounds inclusive, empty weight.

The Agreement on Trade in Civil Aircraft, resulting from discussions in
1978 and 1979 at the Multilateral Trade Negotiations, provides for the
elimination of all customs duties on civil aircraft and most parts and
equipment of such aircraft. The United States, the European Community,
Canada, Japan, Austria, Romania, Sweden, Switzerland, and Norway are
signatories. 1/ It also provides for the reduction or elimination of a number

1/ Duty reductions are not limited to signatories to the agreements, since
under the General Agreement on Tariffs and Trade (GATT), such reductions apply
to all GATT member countries.



of nontariff barriers which have the effect of restricting trade in civil
aircraft. 1/ As a result of this agreement, all imported aircraft from all
countries,—éxcept certain Communist nations not entitled to most-favored-
nation treatment, have entered the United States duty free since January 1,

1980.

Prior to this date, the customs duty on commuter aircraft was 5 percent

ad valorem for all countries with most-favored-nation status and 30 percent ad
valorem for all Communist countries.

U.S. imports

Imports of commuter aircraft increased 281 percent in quantity and

eleven-fold in value during 1977-81 (table 11).

Table 11.--Commuter aircraft:

U.S. imports, by seating capacities, 1977-81 1/

Seating capacity 1977 1978 1979 1980 1981
. Quantity (units)

8 to 14 : ko %k ; %Ak ; *k %k ; *kk ; *kk
15 to 19=——m—mmmmmmem —_—————— : *kk *kk o *kk g *kk . *kk
20 to 29 . xkk o *k%k o A%k o k% o Hkk
30 to 50 — —_ kkk *%k k% o k% Kk k
51 to 60 kK Kk% %k %k *kk o %k %k

Total 21 19 46 86 : 80
Value (1,000 dollars)

8 to 14 Kok %k - Kk %k ; k% k ; k% ; *k Kk
15 to 19 *kk kkk o *kk o *kk o %kk
20 to 29 - ET T *kk o ks . Kkk kkk
30 to 50- - *kk o *kk o T T kkk o *kk
51 to 60 . k% k%% o Kk . *kk o * %%k

Total—m—m—— e : 17,152 18,920 : 69,727 : 156,170 : 205,794

1/ Unit values within each seating capacity differ due to specific aircraft
characteristics such as engines, avionics, pressurization, and any optional
equipment.

Source:

U.S. International Trade Commission.

Compiled from data submitted in response to questionnaires of the

The majority of these imports were planes with a seating capacity of 15 to 19

and 30 to 50 passengers.

The largest increases in imports occurred in 1979;

commuter airlines purchased new equipment to serve added markets because of

deregulation.

In many cases, these additional routes required the use of

1/ U.S. Congress, op.cit.
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larger (over 30 passenger) aircraft. The purchasers report that foreign-made
aircraft were generally purchased because there were no comparable
U.S.-manufactured products available that adequately met the performance
criteria required for short-haul markets in the 30—~ to 50-passenger

category. 1/ There were no imports of commuter planes with seating capacities

of 51 to 60 passengers during 1977-81. However, Aerospatiale of France is
currently developing an aircraft with a capacity of 42 to 49 passengers which

will be imported into the United States in 1984. According to information
obtained from industry sources, there have been no imports from a U.S.
company's foreign subsidiary, joint venture partner, or licensee from 1977 to
date.

U.S. exports

U.S. exports of commuter aircraft increased 37.1 percent in quantity and
210.7 percent in value during 1977-81 (table 12.) Exports reached their
highest quantity in 1979 at 221 units, before declining 2.7 percent in 1980
and 8.8 percent in 1981. Over * * * percent of U.S. exports of commuter
aircraft are 8- to l4-passenger capacity. U.S. producers face virtually no
international competition in this category. 2/

Exports represented 24.0 percent of total shipments in 1977 and 28.7
percent in 1981. Export sales are important to commuter aircraft
manufacturers; the economies of scale involved with additional export sales
can lower a firm's unit costs substantially, improve profitability, and thus
increase competitiveness in the United States and abroad. Principal export
regional markets for U.S.-manufactured commuter aircraft include South America
and Australia.

1/ Transcript of the hearing in the matter of investigations Nos. 332~143
and 332-144, Sept. 28, 1982, pp. 51 and 86.

2/ Ibid., p. €. There are only 2 foreign manufacturers who currently
pfsﬂuce 8~ to l4~passenger commuter aircraft: Government Aircraft Factories
and Pilatus Britten-lNorman. Both firms have had very limited success to date
marketing their aircraft.



Table 12.~—Commuter aircraft:
by seating capacities, 1977-81 1/
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U.S. producers' export shipments,

Seating capacity f 1977 1978 1979 1980 1981
Quantity (units)

8 to lb4— - %k k P *khk o *k %k kkk
15 to 19— *k Kk *kk *kk *k Kk *dk
20 to 29 - Kk k *ok k K*kk KAk *kk
30 to S50=~——mmmre e *h%k *kk *kk *kk *kk
51 to 60 kkk Kk k %k &k &k ok

Total————————————————————— : 143 180 : 221 215 196
H Value (1,000 dollars)

8 to 14 ____; *kk %k k ; %% % *kk *kk
15 to 19 - Kkk *kk Kk Kk *okk hkk
20 to 29——- —_ *k %k *kk *kk * %k *kk
30 to 50 -: k% *kk kkk o *k*k Kk %
51 to 60—-- : hkk %ok *kk . Hk ok *kk

Total e : 31,626 58,434 80,278 92,624 98,253

1/ Unit values within each seating capacity differ due to specific aircraft
characteristics such as engines, avionics, pressurization, and any optional

equipment.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

The Current U.S. Market

Description of U.S. market

Commuter airlines (also known as regional airlines) are the predominant

users of the aircraft covered in this report. l/ Commuter airlines are those
carriers which perform at least five round trips per week between two or more
points and publish flight schedules which specify the times, days of the week,
and airports between which such flights operate. 2/ The principal function of
the short-haul air transportation system provided by commuter airlines has
been to provide small- and medium-size communities with access to the nation's
primary air transportation system. These carriers utilize a variety of
aircraft, differing in size and capability, according to their route structure
and passenger loads.

1/ The Regional Airline Association, whose membership transports
approximately 90 percent of the volume of passengers carried by commuter
airlines, testified before the Commission on Sept. 28, 1982.

gj Regional Airline Association, 1981 Annual Report, Regional/Commuter
Airline Industry, February 1982, p. 8.
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The Civil Aeronautics Board (CAB) originally restricted commuter airlines
to airplanes smaller than 12,500 pounds gross takeoff weight (about 19
passengers) for the express purpose of confining their operations to service
that would not compete with larger airlines. As it became evident that these
commuter carriers were not a threat to the major airlines, this limitation was
changed in 1973 from an aircraft size limitation to a maximum payload
limitation--either 30 seats or 7,500 pounds of cargo. Most airlines, however,
preferred to continue utilizing smaller planes for several reasons. First, at
this time, there were no modern aircraft available in the larger range that
were specifically taillored to the economic and operational requirements of the
commuter market. Additionally, the Federal Aviation Administration requires
the addition of a cabin attendant for 20 or more seats, which adds another
cost element for these carriers. More importantly, however, few commuter
airline markets had the ridership or were financially able to support larger
equipment in 1973. 1/

The Airline Deregulation Act is considered one of the single most
important events in shaping the U.S. commuter airline industry. The act,
passed in October 1978, formalized a number of significant changes in Federal
policy and regulations aimed at making the air transportation system more
efficient. The act made the smaller carriers eligible for Federal loan
guarantees for aircraft purchases and also extended subsidy qualification to
them under the CAB's Essential Air Service Program. 2/ Additionally, the act
(coupled with subsequent action by the CAB) permittéﬁicommuter airlines to
operate aircraft up to 60 passengers and 18,000 pounds cargo payload
capacity. Another key component of deregulation allows airlines the
opportunity to enter new markets or exit from those which are no longer
economical. As a result of this provision, the major airlines withdrew from
unprofitable markets to concentrate on longer, higher density markets.
Commuter airlines quickly moved into these abandoned routes. The Airline
Deregulation Act, however, did not totally deregulate the commuter airlines.
In some aspects, these carriers operate in a more constrained regulatory
environment than they did before 1978. For example, they must now comply with
more stringent reporting requirements and operating regulations; pilots must
now hold the highest level of FAA license, and even the smallest aircraft must
meet much stricter safety requirements. The growth of the industry has
continued despite the new regulations.

In general, the commuter airline industry is highly disaggregated. 1In
1977, there were 163 scheduled commuter airlines. By 1981, there were
approximately 277, with the top 10 carrying 37 percent of all passengers and

1/ U.S. Congress, op.cit., p. 21.

2/ U.S. Congress, op.cit., p. 31. The Essential Air Service Program,
established under sec. 419 of the Deregulation Act, guarantees "essential air
service” for 10 years to all eligible communities (those receiving certified
service on the date of passage, or those whose authorized service had been
suspended, a total of 555 communities). Under this provision, commuter
carriers providing this service receive a subsidy payment in addition to the
passenger fares. See Impact of Advanced Air Transport Technology, Office of
Technology Assessment, Congress of the United States, 1982.
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the top 50 carrying over 82 percent of total passengers transported. 1/ The
largest commuter carriers are capable of operating aircraft fleets and
providing services closely comparable with those offered by many major
airlines. The industry also includes many small companies that operate 1 or 2
airplanes of less than 10 seats over a small number of routes. The largest
commuter airlines have relatively sophisticated management and secure
financing; the small commuter carriers are generally one-person operations and
are more likely to be financially unstable. 2/

The number of passengers carried by these commuter airlines increased to
15.2 million in 1981, or by over 65 percent from the 1977 figure. There are a
number of reasons for the rapid growth of commuter air service. First the
speed and convenience of air travel are more attractive as incomes rise, and
the rising number of businesses moving to small communities has also increased
the demand for short-haul service. Second, the withdrawal of the larger
airlines from smaller communities resulted in a faster growth rate for
commuter airline ridership than normal growth in the demand for air service
would produce. Less capital is required to acquire or lease the smaller
aircraft appropriate to this type of service. Therefore, entry into the
commuter airline industry has been relatively easy. Additionally, integration
with the primary air transportation system has been improving in recent years;
the major airlines, to whose longer routes the commuter carriers customarily
feed passengers, have begun to share ticket counters, gate space, and
baggage—~handling and reservation service at a reasonable cost. é/

The United States is the largest market in the world for commuter
aircraft. There are currently over 1,443 commuter aircraft used by commuter
carriers. Of this total, approximately 81 percent are aircraft with a seating
capacity of under 20 passengers. 4/ However, there is a growing trend toward
utilization of new larger (over 30-passenger capacity) turboprop aircraft by
commuter carriers. Several aircraft manufacturers have formalized plans for
development of new aircraft in this size range for the short-haul markets
served by commuters. 5/

Factors influencing market demand

According to data received from the U.S. commuter airline industry,
increased passenger traffic and route expansion were cited as the two primary
factors influencing market demand. Other less important factors noted were
passenger comfort, efficiency, the need to replace obsolete equipment, and the
desire for more modern aircraft. Similar results were also found in a survey
done by Forecast Associates in November 1981. 5/ 1In this study, operators

1/ Regional Airline Association, 1981 Annual Report, Regional/Commuter
Airline Industry, February 1982, p. 49.

2/ U.S. Congress, op.cit., p. 27.

3/ 1Ibid.

Ey Regional Airline Association, op.cit., p. 29.

éj See app. A for information on specific aircraft under development.
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cited expanded routes as the most significant factors, with increased
frequency of flights and the need for larger capacity aircraft as additional
determinants. Regarding factors which inhibited growth of the industry,
commuter airlines singled out Government regulations as the major hindrances,
with rising fuel costs running a close second. Unattractive financing and/or

high interest rates on aircraft purchases were also cited as potential
inhibitors. 1/

In 1981, high interest rates and an unstable economic environment caused
U.S. commuter airline to experience their slowest period of growth since
deregulation in 1978. Both of these factors significantly influence new-
equipment decisions. High interest rates affect commuter airlines especially,
because most of their aircraft loans are tied to the prime interest rate.
Additionally, there is a shortage of money available to commuter operators to
finance new planes. Potential investors often must evaluate the average
commuter carrier's high debt-to-equity ratio against growth potential before
investing in commuter aircraft. 2/ According to industry sources, commuter
carriers historically need 6 to ‘8 months of prosperity before they are willing
to make a commitment to purchase new equipment. g/

Apparent U.S. consumption

The quantity of apparent U.S. consumption of commuter aircraft increased
annually during 1977-80 (table 13). Consumption gained 34.3 percent in this
period, rising to 634 planes in 1980. Due to high interest rates and the
slumping economy, U.S. consumption decreased 11.2 percent by quantity in
1981. The value of apparent U.S. consumption rose each year during 1977-81,
from $140.5 million in 1977 to $482.6 million in 1981. The ratio of imports
to apparent consumption reached 14.2 percent by quantity and 42.6 percent by
value in 1981. The reason for the large difference in these ratios is the
fact that a major portion of those aircraft imported into the United States
are larger aircraft than those produced domestically, and thus have a much
higher value.

1/ World Aerospace Weekly, Nov. 1981, p. 5.

Z/ "Soft Commuter Market Ahead in 1982," Aviation Week and Space Technology,
Nov. 9, 1981, p. 129.

3/ Michael Feazel, "Commuters Survive Recession, Aircraft Orders Drop”
Aviation Week and Space Technology, Apr. 12, 1982, p. 29.
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Table 13.—Commuter aircraft: U.S. producers' shipments, imports for consumption,
exports of domestic merchandise, and apparent U.S. consumption, 1977-81

(Quantity in units; value in thousands of dollars)

: : apparent Ratio
: Producers' : : _  :(percent) of
Tear : shipments : Impor;s Exports , consump : imports to
tion :
: d : consumption
Quantity

1977 : 594 21 143 : 472 4.4
1978 ; 575 : 19 180 : 414 4.6
1979 : 768 46 221 : 593 7.8
1980 : 763 : 86 : 215 634 13.6
1981 : 677 : 80 : 194 563 : 14.2

: Value
1977 : 155,010 : 17,152 : 31,626 : 140,536 : 12.2
1978 . - 182,715 : 18,920 : 58,434 : 143,201 13.2
1979 : 266,434 69,727 : 80,278 : 255,883 : 27.2
1980~ : 323,310 : 156,170 : 92,624 : 386,856 : 40.4
1981 : 375,087 : 205,794 : 98,253 ; 482,628 : 42.6

Source: Compiled from data submitted in response to questionnaires of the

U.S. International Trade Commission.
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The large forelgn percentage of apparent U.S. consumption is illustrated
in figure 1. Virtually all commuter aircraft in the * * * category purchased
by U.S. airlines in 1981 were produced domestically. Only in the * % %
category is there aggressive competition between domestic and foreign
manufacturers. Approximately * * % of * * % commuter aircraft purchased in
the range of * * * in 1981 were supplied by foreign producers. None of the
foreign-produced aircraft were pressurized. This ratio increased during
1977-81. Of the four new aircraft models in the * * * category available next
year, three are foreign built. There are no aircraft currently produced in
the United States in the 20- to 29~ passenger category; U.S. consumption of
aircraft in this capacity consists completely of imports. A similar situation
is found in consumption of 30 to 50 passenger aircraft. 1In 1981, there were
no U.S.-manufactured aircraft specifically built for the commuter market. The
only U.S. offering was a modified corporate aircraft that was adopted by
commuter airlines to serve commuter operation. The domestic share of total
U.S. consumption of commuter aircraft in this category was less than * * *
percent in 1981. There were no new aircraft utilized in the United States in
1981 with a seating capacity of 51 to 60 passengers.

Factors of Competition in the Market

Raw materials

Regarding the availability of the necessary raw materials to produce
commuter aircraft, the domestic industry, in general, indicates that it is
equally competitive with major foreign competitors. U.S. producers are
normally able to obtain all components for the manufacture of the planes
domestically at competitive prices due to established supplier relationships.
Components are sometimes imported; however, this is usually by choice rather
than of necessity. The majority of foreign manufacturers have been in
existance long enough for similar relationships in their home markets to
evolve. However, certain components, such as landing gears and avionics, are
usually obtained from the United States.

Labor costs

Generally, the U.S. commuter aircraft industry indicates that it has a
competitive advantage regarding labor costs because of the existance of a
skilled labor force. There is a general rule that with every doubling of the
number of airplanes produced, a 25-percent reduction in direct labor costs is
achieved. }/ Since the U.S%. industry has been in existence longer than most
foreign manufacturers, and the functions performed by employees are similar
for all commuter aircraft, total labor costs for U,S. producers should be
lower than their foreign counterparts. Additionally, since many foreign
manufacturers are either wholly or partially state owned, stable employment is
an important objective in the industry. Thus, when orders for new aircraft
decline, employment is not always reduced accordingly, and the foreign
manufacturer is forced to absorb excess labor costs. U.S. producers are more

1/ Robert Newhouse, op.cit., p. 60.
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Figure 1l.--Commuter aircraft: Apparent U.S. consumption by domestic
and foreign sources, 1981,

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.
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flexible, and large layoffs during periods of decreased orders are standard
industry practice. The U.S. industry notes, however, that wages paid in the
United States are somewhat higher than those in foreign countries. 1/

Capital formation

In the area of capital formation, the U.S. commuter aircraft producers
strongly assert that they are at a competitive disadvantage compared with
foreign manufacturers. As stated earlier in this report, foreign producers
are frequently owned wholly or im part by thelr respective governments. These
producers are often able to obtain capital in the form of loans, grants, or
loan guarantees provided by the national government to develop, improve,
market, and finance their products. American firms must depend on the
commercial market for these funds.

Quality

According to data received in response to industry questionnaires, U.S.
producers believe that U.S.-manufactured commuter airplanes are equal or
superior to foreign products technologically. U.S. advantages noted by the
industry include pressurization, fuel efficiency, and speed. However,
commuter airline operators have contradicted this assessment, saying that
domestically produced planes are derivations of corporate aircraft and are not
totally suited for commuter use. The operators specifically criticized engine
deficiencies and maintenance problems. Because the aircraft used in commuter
airline operations fly more frequently than corporate airplanes, they must be
more durable. Many foreign aircraft are adaptations of military planes and
are more ruggedly built. 2/

Price

The imported aircraft are marketed in the U.S. in the same manner as the
domestic products. Price is sometimes used as an entry strategy for foreign
commuter aircraft. Generally, similar aircraft (i.e., same seating capacity
and engine and alrframe technology) are comparably priced whether they are
produced domestically or offshore. A complete listing of 1981 prices of
commuter aircraft currently being marketed and underdevelopment is shown in
appendix A.

1/ Data submitted in response to questionnaires of the U.S. International
Trade Commission.

2/ Transcript of the hearing in the matter of investigation Nos. 332-143 and
332-144, Sept. 28, 1982, pp. 99-102 and 110-115.



26

Foreign Export Credit Subsidies and Their Impact on the
U.S. Industry

The types of credit programs provided by most countries to encourage the
export of commuter aircraft are the same as those used to finance all
exports. Details regarding official export credit programs can be found in
the section entitled "Export Credit Subsidies.”

The financing of aircraft purchases

Since 1977, according to responses to Commission questionnaires, the
financing of commuter aircraft has changed significantly. As bank loans have
become more costly and more difficult to obtain, and leasing and seller
financing have become much more common. Foreign manufacturers, in particular,
are offering seller financing to commuter airlines, and at the same time, loan
guarantees offered by foreign governments are growing in significance.

Foreign manufacturers often offer favorable financial terms, which
significantly reduce the costs of purchasing foreign commuter aircraft as
indicated in questionnaire responses. The effect of these terms depends on

the specific terms offered and the market credit terms available to the
purchaser.

Sources of financing.--Between 1977 and 1981, commuter airlines
significantly changed their methods of financing aircraft purchases. As table
14 shows, in 1977 and 1978, commercial bank loans were the most widely used
source of financing; since then, leasing and seller financing have increased
in importance. 1/ 1In 1980 and 1981, leasing from private investors was the
most widely used method of financing aircraft, and bank loans were second.
However, seller financing was almost as popular as bank loans.

1/ An earlier study confirms that bank loans were the most important source
of long-term financing for commuter airlines in the early years of this
period. Federal Aviation Administration, "Commuter Air Carrier Loan Guarantee
Study,” report prepared by The Aerospace Corp., DOT-FA79WA1-010, Jan. 1980, p.
37. .
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Table l4.-—Commuter aircraft: Sources of aircraft financing and number of
aircraft purchasers identifying each source, 1977-81 1/

Source . 1977 . 1978 . 1979 | 1980 . 1981
Bankg~—~- - — 12 : 8 9 8 : 8
Sellers - 2 3 5 7 : 6
Insurance companies————————--: 1: 1 2 3: 5
Leasing 2/-~———~———————m—mmeur; 4 6 7 14 : 11
Other———=-- - 1 0 2 4z 3

1/ Some purchasers identified more than 1 source of financing in each year.
2/ Includes lease-purchase agreements.,

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

The change in ajrcraft-financing methods seems to have been caused by
several factors. Banks have been reluctant to lend money to the airlines
recently because of the air transport sector's poor financial performance.
High interest rates have made it particularly difficult for airlines to use
bank financing. Leasing can have significant tax benefits, because it can
shift interest costs from unprofitable to profitable firms. The profitable
firms are better able to take advantage of the tax deductibility of interest
costs. Recent legislation has made it easier to gain tax benefits through
leasing. Furthermore, higher interest rates increase the importance of the
tax deductibility of interest costs; poor airline profits make shifting these
costs from airlines to lessors more desirable. 1/

As bank loans have become more difficult to get and more costly, both
foreign and domestic producers of commuter aircraft have increased seller
financing. Foreign producers, however, have more widely adopted seller
financing than domestic producers. Domestically produced aircraft are still
often sold without seller financing. At least one major domestic producer,

* ¥ *, offers no seller financing at all. 2/ Foreign producers of commuter
aircraft almost always use seller financing. From 1980 to 1982, 13 of the 15
sales of foreign-made commuter aircraft for which detailed information on
financing are available were financed with assistance either from the seller
or from the official export credit agency of the seller's country. g/

1/ Both domestic and foreign aircraft are leased. The lessor is almost
always a domestic corporation. Financing terms can influence the competition
between aircraft, even if the airline leases the plane from a domestic lessor,
because if the lessor's purchasing costs are reduced by an attractive
financing package, it will be able to . pass those savings on to the airline by
lowering the lease payments.

2/ * % %,

3/ % % %,
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Sources of guarantees.—-Loan guarantees can have an important effect on
interest costs. A loan guarantee is a promise by a creditworthy entity to
repay a loan if the borrower defaults. Because a loan guarantee can
significantly reduce the risk that a lender will not be repaid, it may greatly
reduce the interest rate the lender charges on the loan.

Foreign export credit agencies often offer loan guardntees to reduce
purchasers' interest costs. Foreign loan guarantees have grown in importance
in the U.S. commuter aircraft market, (table 15). From 1977 to 1979, the U.S.
Government was commuter airlines' primary source of loan guarantees; in 1980
and 1981, foreign governments were as significant a source of guarantees as
was the U.S. Government.

The majority of U.S. Government loan guarantees are granted by the
Federal Aviation Administration (FAA). These loans are available on purchases
of both domestic and foreign aircraft. During 1977-81, the FAA guaranteed
loans worth $89.9 million; 62.9 percent of this amount was used to purchase
foreign aircraft. 1/ A second program used by commuter airlines is the
Business and Indué?ry Loan Program administered by the Farmers Home
Administration, U.S. Department of Agriculture. Since 1978, more than 19
commuter airlines have obtained guarantees, totaling almost $42 million. 2/

Table 15.-—-Commuter aircraft: Sources of loan guarantees, and number of
purchasers identifying each source, 1977-81 1/

Source f 1977 ¢ 1978 Y 1979 P 1980 P 1981
Sellers : 1: C : 1: 2 : 1
U.S. Government 2/ ——————————— : 3 : 1: 5 : 6 : 5
Foreign governments—————————n : 1: 1: 3: 6 : 5
Other : 2 : 4 : 3: 4 1

}/ Purchasers were permitted to identify more than 1 source.
2/ All U.S. Government guarantees are from the Federal Aviation
Administration, except for 2 in 1977.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

1/ In January-July 1982, the FAA guaranteed an additional $3.8 million in
loans. The amount of the 1982 loans used to purchase foreign aircraft is
unknown. The FAA loan guarantee program received no funding for fiscal year
1983, which began on Oct. 1, 1982. However, 50 million dollars' worth of
funding for fiscal year 1982 is still available for use in 1983. Letter of
Edward W. Stimpson to Kenneth R. Mason, Oct. 6, 1982.

2/ Ibid. Airlines may use Farmers Home Administration guaranteed loans for
pd;boses other than buying aircraft.
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Credit terms available on domestic aircraft.--Purchasers generally
finance domestic aircraft at interest rates that are from 0.5 to 2 percentage
points above the prime rate, the rate commercial banks charge their most

creditworthy borrowers. From 1977 to 1981, the prime rate rose substantially
and became increasingly volatile. The range of prime rates seen in each year

is shown in table 16.

Table 16.~-Interest rates: Minimum and maximum prime rates,
January 1977-August 1982

(In percent)

Period : Minimum Maximum
1977 : 6.25 : 7.75
1978 : 8.00 : 11.75
1979 : 11.75 : 15.50
1980- —— : 11.00 : 21.50
1981 : 15.75 : 20.50
1982 January-August- : 13.50 : 16.50

Source: Morgan Guaranty Trust Co., World Financial Markets, various
issues.

U.S.-manufactured aircraft are still commonly purchased using market
financing. The most creditworthy commuter airlines are able to obtain bank
financing at interest rates from 0.5 to 1.5 percentage points above the prime
rate. Less creditworthy airlines pay higher interest rates-——as much as 6
percentage points over the prime rate. l/ Commuter aircraft are also often
purchased by leasing companies; these firms generally pay interest rates no
more than 2 percentage points above prime. Before 1979, interest rates on
aircraft purchases were generally fixed for the life of the contract; since
then, these rates have usually fluctuated with the prime rate. Usually, from
80 to 90 percent of the aircraft is financéd, and the term of the loan ranges
from 7 to 12 years.

Financing of domestic aircraft under an FAA loan guarantee usually
carries an interest rate of 0.5 to 1 percentage point over the prime rate.
This rate is commonly fixed for the life of the contract. The fee for an FAA-
guaranteed loan is 0.25 percentage point and is paid by the lender. No more
than 90 percent of the aircraft's cost may be financed under an FAA-guaranteed
loan. The terms of these loans are usually slightly longer than the terms of
loans without guarantees.

1/ Ibid. Prime plus 6 percentage points is the highest rate paid by air
carriers on bank loans according to a recent survey. An executive of one
commuter airline testified that in 1981, when the prime rate varied from 15.75
to 20.5 percent, his average interest rate was 19.5 percent. Testimony of Mr.
William Britt, Sept. 28, 1982, transcript of the hearing, p. 103.
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Information is available on seller financing offered by one domestic
manufacturer, Beech. This information is shown in table 17. Beech has given
some, but not all, purchasers financing at below market interest rates for the
first year of their contract. For subsequent years, the interest rates Beech
offers are at approximately the same level as market interest rates.

Table 17.--Commuter aircraft: Terms of financing offered by Beech,
October 1981-March 1982

Prime : Interest rate : Term of

Date of financing rate : First : Subsequent : loan
: year : year :

IR Percent~————————a—- : Years
October 198]l-=—————mmmm e : 18.00 : 15 : Prime + 1.5 : 8
December 1981 : 15.75 : 18 1/ : Prime + 1 : 8
December 1981 - : 15.75 : 18 1/ : Prime + 1 : 8
December 1981 : 15.75 : 15 : Prime + 1.5 : 8
December 1981 : 15.75 : Prime + 1 : Prime + 1 : 8
February 1982 : 16.50 : 18 : 18 : 6
9

March 1982————- : 16.50 : 15 : Prime + 1 :

1/ This rate is for 6 months only.

Source: Data were taken from official records of the FAA by Avmark Inc. and
presented in "Financing of Aircraft: The Need of a Package,” Respondent's
exhibit 5, presented at the hearing in investigation No. 701-TA-188
(Preliminary), Sept. 8, 1982, except for data on the prime rate, which are
from Morgan Guaranty Trust Co., World Financial Markets, various issues.

Credit terms available on foreign-built aircraft.--Information is
available about credit terms offered on purchases of several foreign
aircraft. Present—value analysis was used to determine the extent to which
typical terms of financing reduced the cost of purchasing these aircraft. The
present value is the price of the aircraft adjusted to reflect the value of
financing concessions. The extent to which export credits reduce the
purchasers' costs can be found by comparing the present value of the contract
with the aircraft's price. 1/ Because market interest rates vary with the
creditworthiness of the purchaser at the time the loan is made, these
calculations are done using three different market interest rates: 14, 16,
and 20 percent.

The most generous financial terms were those offered on the * * *, The
terms typically offered reduce the cost of a * * * by 12.5 percent to 25.0
percent. The least generous terms were those offered on the * * *, These

l/ Present-value analysis is briefly described in app. D.
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terms reduced the cost of a * * * by from 1.9 to 18.3 percent. On the other
planes considered, export credits reduced their costs by from 6.7 to 23.0
percent. The effects of financing on the cost of four foreign aircraft are
summarized in table 18.

The savings due to favorable terms of financing are somewhat reduced,
because interest costs are tax deductible. The results of present-value
calculations that take into account the tax treatment of interest payments are
in table 20. 1/ These results indicate that even considering the effects of
taxes, favorable financing terms significantly reduce the cost of foreign
aircraft. The cost of the * * * was reduced by 9.6 percent to 18.3 percent.
The cost of the * * * was reduced by from 1.4 percent to 15.0 percent. The
cost of the other planes considered was reduced by from 5.3 percent to 18.8
percent.

Information concerning the financing terms offered on aircraft from four
different foreign countries is summarized below.

1/ The effect of taxes was included in the present-value calculations by
deducting 30 percent of each interest payment from each total payment to
represent the value of the tax deduction and by multiplying the market
interest rates by one minus the tax rate. The marginal tax rate paid by the
typical purchaser of commuter aircraft is unknown; a 30-percent tax rate was
used in another study, sponsored by one importer of foreign aircraft. E. M.
Kaitz, "Aircraft Financing,” respondent, exhibit 2, transcript of the
conference on inv. No. 701-TA-188, Sept. 8, 1982.

g/ These terms come from questionnaire responses of three purchasers. A
fourth purchaser reported similar terms in 1979. A study done by a domestic
producer based on records of the Federal Aviation Administration supports the
finding that an 8.5-percent interest rate is typical of Bandeirante
financing. Of 27 contracts where data were available, 16 carried an 8.5~
percent interest rate; 6 carried a 7.5-percent interest rate; 4 carried an
8.0~percent interest rate; and 1 carried a 7.75~percent interest rate.
Petition of Fairchild Aircraft, docket 862, investigation No. 701-TA-188
(Preliminary), Aug. 13, 1982. ’

3/ K x ok,
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Table 18.--Commuter aircraft: Effects of financing on the cost of purchasing
aircraft, by countries, 1982
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Table 19.--Commuter aircraft: Effects of financing on the after-tax cost of
purchasing aircraft assuming a tax rate of 30 percent, by countries,
1982
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Sales experience of the U.S. industry, January 1977-September 1982

(Information contained in the following section is alleged by the
domestic commuter aircraft industry. Data received from U.S. purchasers of
commuter airplanes do not substantiate these claims.)

Volume of lost sales.——According to data received in response to industry
questionnaires, domestic producers of commuter aircraft indicate that they
lost a number of U.S. sales during January 1977-September 1982 due to export
credit financing. Lost sales in the industry, as noted by two producers, 1/
are listed in the table 20. -

Table 20.--Commuter aircraft: Lost sales, by seating capacities, 1877-81
and January-September 1982

Seating capacity 1977 1978 1979 1980 1981 ° Ja“iggjpt‘

* ® % ; *k % ; ok k ; *kk ; *kk ; kkk ; Kk
* % % ————t k% o k% k%% : *kk . * %%k : * %%
Total _— T EEE . RKE 1 KKK 3 kK% 3 Xkx : XK

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

These sales amounted to an average of less than * * * percent of total U.S.
deliveries of commuter aircraft during 1977-81. However, the majority of
these alleged lost sales are for planes with * * * capacity during 1977-81.
These lost sales, as a percentage of total U.S. deliveries of planes in this
category, represented * * * percent of total deliveries in 1978, * * * percent
in 1979, * * * percent in 1980, and * * * percent in 1981. Domestic producers
indicate that these sales were lost to aircraft manufacturers in * *# * and

* % * which offer export credit financing at below market rates.

Impact of lost sales.—-The U.S. commuter aircraft industry contends that
the increased offering of below-market financing by foreign manufacturers is
the reason for their declining sales, employment, and profits. The commuter
airline industry disagrees with this analysis, stating that foreign export
financing did not cause displacement of any domestic sales.

1/ Only *# * *# and * * * provided statistical data on lost sales. #%* * *
indicated that due to the existance of below-market financing, their sales
were lost to foreign aircraft in the * % *-passenger capacity. * * #*
indicated that they had lost sales due to export financing, but did not
provide specific details. * * % and * * * indicate that they did not lose any
sales in this period.
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U.S. commuter aircraft industry perspective.-—Ac